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BEFORE THE STATE BOARD OF EQUALI ZATI ON
OF THE STATE OF CALI FORNI A

In the Matter of the Appeal of ;
BRONME' S, | NC. )

Appear ances:
For Appellant: SamM Weiner, Certified Public Accountant

For Respondent: W, M.Walsh, Assistant Franchise Tax Commi s-
é£onen| Janes J. Arditto, Franchise Tax
unse

OPI1 NI ON

This appeal is nade pursuant to Section 25 of the Bank and
Corporation Franchise Tax Act (Changfer 13 Statutes of 1929, as
amended) fromthe action of the Franchise Tax Commi Ssioner in
overruling the protest of Bronne's, Inc. to proposed assessnents
of additional taxes in the anounts of $290.50 and §208.76 for
the taxable years ended Decenber 31, 1940, and Decenber 31, 1942
respectively.

The capital stock of Appellant, a California corporation,
was al nmost entlrelg owned bg Adol ph Bronne, its president, during
the income years 1939 and 1941. To strengthen the Appellant's
financial condition, M. Bronne cancelled a portion of the in-
debtedness owed to himby it, that indebtedness arising from
| oans made by himto the Appellant, in the amount of §9,325.00
on Decenber 31, 1939, and in the anount of §5,900.00 on Februar
2, 1941. Examnation of the surplus account of Appellant, whic
was presented in affidavit form indicates that despite the
cancellation of its indebtedness, the Appellant was insolvent
and suffered net operating |osses in each year from 1933 to 1942.
This insolvency existed even though the Appellant's assets were
gyg{gﬁ%g?d, as evidenced by M. Bonne's noncontroverted verified

_ The sole issue is whether the Appellant realized taxable
I ncone, under section 6(d2 of the Bank and Corporation Franchise
Tax Act, fromthe gratuitous discharge of its obligations.

The relevant provisions of that Section applicable for the
taxabl e years herein involved were as follows:

"If the indebtedness of a bank or corporation is
cancelled or forgiven in whole or in part wthout
paynent,. the anount so cancelled or forgiven shal
constitute incone to the extent the value of the
property_(lncludlng franchi ses) of the bank or
corporation exceeds its liabilities immediately
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"after the cancellation or forgiveness..."

It is apparent that under this Section no taxable income
can result ere inmediately before and inmmediately after the
transaction, the debtor is insolvent. Such was the case here.

~ pursuant to the views expressed in the opinion of the Board
onfile in this proceeding, and good cause appearing therefor,

1T IS HEREBY ORDERED, ADJUDGED AND DECREED, pursuant to
Section 25 of the Bank and Corporation Franchise. Tax Acs, t.hat
the action of Chas. J. McColgan, Franchi se Tax Commissioner
in overruling the protest of Bronne's, Inc. to proposed assé&-
ments of additional taxes in the anounts of $290.50 and 208,76
for the taxable years ended Decenber 31, 1940, and Decenber 31,
1942, respectively, be and the same is hereby reversed. = Said
ruling is hereby 'set aside and the Conm ssioOner is hereby directec
to proceed in conformty wth this order,

Done at Sacranento, California, this 19th day of June, 1946,
by the State Board of Equalization.

Wn G Bonelli, Menber
J. H I nn, Menber
Thomas H. Kuchel, Menber

ATTEST: F. S. Wahrhaftig, Acting Secretary
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